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El Dr. Fritz Neumark ha participado en varias ocasiones en el programa 
de profesores visitantes del Departamento de Economia. En esta ocasioén 
el Dr. Neumark dicté una conferencia titulada "On Giving Advice to 
Governments: United States and Federal Republic of Germany Compared", la 
cual presentamos en nuestra Serie de Conferencias y Foros. La misma fue 
dictada en el mes de abril de 1984. 

En su disertaci6én, el Doctor Neumark hace una presentacién, andlisis 
y critica de las instituciones gubernamentales encargadas de la formulacién, 
asesoramiento e implementacién de la politica piiblica para los Estados 
Unidos y la Repiblica Federal Alemanay E1 Consejo de Asesores Econémicos 
del Presidente y el Consejo de Expertos de Estados Unidos y de la Repiblica 
Federal Alemana, respectivamente. Ademas, de comparar y presentar con 
detalles los aspectos mas sobresalientes de la estructura organizativa 
de cada una de estas instituciones, el Doctor Neumark hace unos senalamientos 
sobre el énfasis y atencién dados por cada uno de estos consejos asesores 


a los diferentes problemas econémicos de ambos paises estudiados. 


Alicia Rodriguez Castro 
Directora Interina de Publicaciones 
Unidad de Investigaciones Econédmicas 
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On Giving Advice to. Governments: 
United States and Federal Republic of Germany Compared 


by 


Dr. Fritz Neumark 


For some time now, the governments and parliaments of several countries 
have been asking from time to time for objective scientific advice on economic 
and fiscal problems. Initially this was not done through institutionalized 
channels and the requests were restricted to special issues. Also, the advice 
was given by one or two individuals and not by committees. For instance, in 
the United States Professor Seligman was often asked for his advice particularly 
with respect to problems of taxation. In the United Kingdom Alfred Marshall 
and A. A. Pigou were among the advisors to several governments and adminis- 
trations. In the German Reich a well-known professor of public finance was 
W. Gerloff. In all these cases there were no legally set relations between 
the government or the parliament and the advisors. 

This state of affairs has changed considerably in many countries, 
particularly in the United States, the United Kingdom, and the Federal 
Republic of Germany, during and since the First World War and most of all 
during and since the Second World War. In the Great Depression of the thirties 
the opinions of leading economists in all countries were so opposed to one 
another that their influence on economic policy was not very great. With the 
exception of the early Keynesians, most economists at the time were in favor 
of monetary stability at any price. In order to achieve it they recommended 
Strong deflationary measures with disastrous consequences in the economic and 
sometimes also in the political arena, as was the case especially in Germany. 
The new era of scientific advice to government did not begin until the forties 


or fifties when advice was sought on issues of appropriate fiscal policies, 


- 


policy. 


- and relations with the government distinguish it from the CEA. 


péen analized and explained already in 1968 by Henry Wallich, 


“monetary ’ stability, iricomes ’ ‘policy which embodied not only legal p péeseripeions, 
but ‘also -hundreds. ‘and. thousands ‘Of regitatory | measures. 


A marked ‘differsnce bebueen the United States- and Germany characterized 


‘ the practice right from the beginning. The main preoccupation in--Germany was 


with price and income stability, partly because the disastrous consequences 


o£ the hyper-infkation of 1921-23 were ‘still ‘a fresh meniory < In contrast, 
‘the primary concern in the United States ‘as ‘well as in the United Kingdom 
was’ unemployment’.:’ But no matter what the fssues, economists gained appreciably 
“sin prestige in most countries during the last ‘two or three decadés - one 
might’ even ‘add’ despite the frequent overestimations ‘in their statements, 
' - yecommendations, and particularly economic’ growth diagnoses and forecasts. 


* ~ should also liked to add that a strides were wade towards the social welfare 


state, many’ politicians recognized the growing ‘interest by ever growing parts 


- 9f ‘the voting population in‘ questions of economic, social, and financial 


‘As is well known, in the United States the Council of Economic Advisors 


(CEA) to the President was institutionalized by the Employment Act of 1946. 


‘It is worthwhile to mention that the creation of the CEA did not form part of 


the bili, but was inserted only into the final act. Since then the CEA has 


- become ‘a well-established organization. The various changes in the structure 


of its mémbership and staff did not hinder it from gaining in importance over 


‘the years. 


’ In ‘Ganmany: a ainilar institution was created by spécial act in 1963. 

p 23 . 3 ote ‘ : : s 

Despite the many similarities, several différences with respect to function 
ae These have 


then professor 


at Yale University and currently a member of.the Federal Reserve Board, in 

his comparati-e study published in the Quarterly Journal of Economics 

(August 1968). in addition, I would like to mention:the interesting 1977 study- 
Economic Consultative Bodies - by Malles, a member of the Canadian Economic 
Council. Other useful publications are the book.edited by R. Molitor on the 

. German Council and particularly the 1977 book by the Swiss economist Borner 

‘of the University of Basel on the American stabilization policy since 1946. 


Let me now give you a short overview of the composition and objectives 


_ Of the two councils: the American. CEA and the German Council of Experts (GCE). 


- Rightly so, Borner considers the CEA as an advisory. council to the President 
integrated into the White House machinery. The members ._proper consist mostly 
of well-known professors of economics who are assisted in their task by 20-25 
younger professional economists. It is true that occasionally official fiscal 
and monetary policies get to be slightly criticized by this or that member; 
but on the whole the CEA works more behind the scenes, i.e. through discussions 
with the Administration of. the proposed and planned measures. . Consequently, 
they may be considered as experts who provide what might be termed higher 
economic education to members of the §overnment and.to other political leaders. 
The main task of the CEA is the preparation of the annual economic 
report which analyzes broadly the current economic, financial and monetary 
issues which are then briefly discussed in the Economic Report of the President. 
The GCE also prepares reports. But there are several important differences 
with respect to aoeeeke and form between the two. In my opinion the German 
report is much too long and uses much too scientific and professional a 
language. conasquaatigy- 18 becomes more appropriate for discussions in 


academic seminars than for parliamentary debates; it is also not understandable 


She 


to even the educated layman on the street. ‘Hence, the overall informative 
value of the: Americai:report-ig higher than the German one. 

‘As .to the objectives of ecoiiomic policy to ‘be considered by the” two 
councils :and their analyses and- recommendations:.. ‘The''wording of the 
Employment Aét that created the CEA is very ambiguous. “For instance, it puts 
. the predominant importance on the ‘maximum’ with respect to employment, 

_ production, and purchasing power. Particularly this last’ concept is ‘near to 
‘being incomprehensible. In contrast, the German list of objectives consists 


of what: is often referred to as the ‘magical trianglé* of “high employment , 


'" ‘adequate ‘and sustained economic growth, price stability and equilibrium in 


'. the balance of payments".: Note please, that all these objectives are to be 
'. Yéalized simultaneously. However, there is sufficient flexibility in the 
"Importance to be attached to individual objectives in ‘that any one objective 
which at a given.moment of tine appears to be endangéred the most acquires 
‘ priority of. attention. - There is no doubt that anaes the present ¢ircumstances 
this objective is unemployment. In the past it was understandably monetary 
‘Btability, .. ; 
The various individual objectives do get to be quantified by the CEA, 

Such as e:g. 3.5 or 4% growth, 4%-unemployment,; or 1-1.5% inflation.’ The 
German: council very seldom attempts such quantifications, ‘althougn it does 
€stimate the rate of ‘inflation or the depreciation of: the currency. In this 
‘Context it is interesting to observe that as opposed to its past statements 
Which put the desirable inflation rate at zero, of late the GCE admits the 
unavoidability of the rate of currency depreciation resulting from structural 


changes in-the economy. 


Understandably, the statements contained in the GCE report reflect to 
a certain extent its personnel composition.. This is determined by the law 
that established. the Council. Accordingly, there are, five ordinary members 
_ with special professional skills and.expertise who are. totally independent 
_ fromthe government and the parliament. . In fact, they are not allowed to 
engage in any business activity, nor can they. be members of trade associations. 
They are either university professors or,members of scientific research 
| institutions. Consequently, there is no possibility. that. they will be 
dismissed if they disagree with the position taken by the government. They 
are, however, appointed by the President of the Republic upon recommendation at 
by the government itself. The appointment is for. five years, but sp: far 
, re-appointment for a second term has been the rule-. The decisions by the GCE 
are reached by a majority of 3 out.of 5. Legally it is possible for a member 
to. present a dissenting opinion. So far, these have:not been of any 
significance, although in a much discussed case the dissenting member invoked 
a committee to arbitrate, which decided in favor of the dissenting member, 
Judged by the attitude of the government and of the communications media 
towards the Report, Council members are. always appointed by the government 
with the consideration of the economic and political power of the groups 
represented by potentials members. Consequently, at least three-of the five 
saabere have been convinced saveissae 6 a liberal market economy. Against 
this majority, it is obvious that any. member who represents the ideas and 
postulates of trade anaes or of employer organizations would have little 
7 influence on the final text of the report. 
it aeons somewhat odd, therefore, that the GCE, despite discussions 


by its members with business associations, has expressed in several occasions 


ideas a _ dea contradicting those favored by these associations. This 
isan indication of the independence of. the, Council and is along lines 
| similar to the independence of the Central Bank, notwithstanding. ee fact 
“that th the Bank has 2 much greater influence upon policy. than does the Council. 
Especially, during the past 3-4 years, the Central Bank has been using its 
influence, through the public statements of its President, Vice-President and 
_ members of its Board. There have been repeated debates in the press and in 
; the parliament with respect to the divergences of opinion relating to the 
objectives as well as to the ways and means of an efficient fiscal and 
monetary policy. _The practice. goes back to, the times of Chancellor Adenauer 
and ifinisters Schiller and Strauss. - Consequently, there have been several 
attempts to, restrict the autonomy of the Central Bank. These have been 
_ motivated by the fact that the Bank, despite its enormous. influence on the 
economic. scene, is not politically responsible to the parliament, and that 
, even, today many people. still remember the terrible consequences of the 
measures taken by the old. Reichsbank. during, the twenties, although at the 
_ time there was no important divergence of opinion between the government and 
the Bank with respect to the economic policy to be followed. I find it 
interesting to add that until the thirties there existed a complete monopoly 
of lawyers in. the Central Bank as well as in the Federal’ Ministries of Finance 
and Economic Affairs, so that there was not one single economist in the 
Reichsbank and only very few in the Ministries of Finance’ and Economic Affairs. 
In the United. States, if and when the President fears that’ the CEA will 
propose measures which might endanger important economic and. political 


objectives envisaged by the Administration, the latter is expected to prevent 


ey 


that the Council's criticisms and its undesirable Prepeet tions will become 
known to the public. A particularly relevant example ir the secrecy on 
the planned’ extension of the Vietnam war and the accompanying énoemous 
increase in military spending. fhe consequence was that the CEA was ‘not 
informed al all; consequently it ‘made no recommendation to raise bakatton 


considerably ‘in order to avoid a sharp increase in the inflation rate. 

In this context I should like to stress that the GCE is legally forbidden 
- from- making : recommendations, not that this legal provision has hindered it 
_ from making them in any case, albeit-in a disguised way. The GCE, as a rule, 
proceeds as follows: : first; it setatthne-onceaed objectives of economic 
policy; then it indicates the alternatives to realize these objectives; et 
and ‘finally it. makes critical comments: on opposing viewpoints. Of late 
the GCE, perhaps because of the-changes in its personnel, has embraced the 
_world of monetarism and supply-side economics. ‘In my view the one-sided 
preference given to monetarism has been one of the causes of the intensity 
and the length of the past recession, Previously the German’ government, like 
all governments, had placed its faith in Keynesianism. Today a similar 
exaggeration is observed in the opposite direction of the very restrictive 
monetary policy. A softening, however, is observed in this policy in the 
past six months or so. 

I should like to stress yet two particularities of the American and the 
German Councils. | | 

The first, relates to the public availability and dissemination of 
information. In the.United States it is customary for’ the CEA members to 


be summoned - particularly by the Joint Economic Committee - to hearings 


relating to problems and/or bills concerning important economic, fiscal, and 


monetary issues. These are televised in very many instances and the material 


. relating to. the hearings. contain very.interesting facts aiid-statements. This 
-ic>7 is in contrast to the German practice-where.the council: members can: have 
_ .8ome .contact ‘with ‘certain members: of’ the “parliament ‘and-of the’ responsible 
government circles; but .the public*is not, or not sufficently, inforiied of 
the results-of :these contacts. 2. 0 os See ee BO tee 
' st... .The.second :refers..to the fact that in Germany, in addition tothe GCE, 
ac. . there exist committees -of:academic advisors to most«féderal ‘ministries, | 
particularly to:the Ministry: of Finance .and:of Economic Affairs. ' Thése 
. ‘ advisory commitees arecomposed.of university professors only -and. are totally 
independent in the election of the members to replace. the ‘ones “that ‘design 
‘. or ‘die. Moreover, the.comittees themselves decide-what thé subject matter 
eS rsS of thediscussions is ‘to -be‘granted ‘after a brief consultation with the 
. appropriate ministry. Iniaddition, -coitrary to the case ‘of the'GCE; ‘the 
members of. the .academic::councils recéeive‘no' financial remunération. ‘Granted, 
*. they learn quite:a‘lotin the process which: beconies: highly-:useful. in their 
.:'eareers, in the formationof their':own knowledge, ‘and -in'-their individual 
esearch work. le ee ‘ae. 
: As a.member. for more. :than:.:30.-years of two acadentic: councils I may say 
that: their work has not:.‘been of small.:influence. ‘The extent of thé influence 
. depends. naturally to a. large extent: on’ the. personality and: the technical and 
-. political knowledge of the ministers: and ‘their undersecretaries. In many 
cases the positive effects are: observed. only: after several years. As. three 
-:examples of the councils’ influence'I may mention their recommendations 
. Yegarding.the depreciation. and subsequently of the institution of floating 
_ exchange rates, certain budgetary reforms, andthe introduction of: lie net 
value added tax. “One or two members ofthese academic councils'arée also 


members of the GCE. In my opinion this double membership is not very desirable. 


did not exceed 2%, - ees 


ix, Contrary to the GCE, the academic:councils -almost always deal with 
specific problems. Examples are the simplification of taxation, the dangers 


of a.very fast growth in public debt, problems relating to anti-cyclical 


‘policies, stabilization policy, reduction in the. weekly work hours from 


40 to 35, and so on. Although minority votes are: integrated from time into 


their reports, on the whole a consensus of -opinion exists with respect to the 


desirability and usefulness of the market economy, the refutation of subsidies 


:and of protectionist measures, and of course very strong criticism of 


inflationary developments, even .at times when the annual rate of: ‘inflation 


-. Contrary to-the practice in the United States where the annual report 


_ of the CEA ig articulated simply as.“‘economic report", the reports of. the GCE 


represent attempts which summarize the:fundaméntal problems and solution 


possibilities. These are then reflected in the title of the reports. For 


. 


example, the 1964 report was. called Stable Money, Stable Economic ‘Growth; that 
of 1973 was entitled Courage. to Stabilize the Economy’; that: of 1974 carried 


the title Investments for More Employment, and so on. Of late, one finds, 


though to a lesser extent than previously, that cyclical movements in economic 


growth were largely the result of a restrictive. wage policy. Anti-inflationary 
or even deflationary policies are. defended, albeit with moderation: and the 
new federal government is warned against an overambitious policy of budget 
consolidation. The GCE believes that the reduction of the budget deficits 
accumulated during the last recession should be constrained to the structural 
deficits and that for this purpose one should have recourse to not so much an 
increase in taxation, but .a cut in public expenditure. The Council rightly 


is against a parallel policy with respect to the cyclical part of the deficit. 
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-In this connection-I should: 11ke to point out ‘that quite frecuéntly 
: i. wLewpoints: expressed in the US economic“ réports have very clear influences. 
This is valid, for: instance; with Yespéct to what the GCE calls a cyclically 
“3 neutral. budget... Néverthéless, :despilte the’ sitde convergente of the viewpoints 
of the two-bodiés, conceptually aswell as statisti¢ally, there still are a 
: good :niany ‘dt€ferences concerning the ‘attitude of the councils vis-a-vis the 
officidl: economic, soéial;:and’ fiscal ‘policy. This bécomes particularly clear 
when ore compares the last report of thé CEA with-that of the GCE: 
-Whereas the Gernan report: discudsés extensively. the: present economic 
: Yecession, its causes, ‘and the possibilities: of “returning: to Norma!" economic 
growth, the1984 ‘US. report -contdins ‘rather vague aiid ‘short: observations and 
‘proposals whicl{ are unrealistic. Further, .tlie American report this year does 
not examine’ sufficiently the really deciisive aspects OE the current economic 
situation: It ‘speaks, without any reservation regarding the main features 
of the budgetary policy,-the probable development of military expenditures 
and so on,:of the gradual reduction in the inflation raté:(p. 199) ~a 
reduction Which, according to the Council; will and-could be assumed’ as the 
“anticipated outcome of a stéady and prédictable monetary and fiscal policy". 
But how-can predictability be assumed, when the events of the past 2-3 years 
vey have-proven otherwise? ‘In fact,’ a sort of zigzag is’4-secular characteristic 
.of.US policies, as I already pointed out ‘in a paper "National Peculiarities 
and- International Common Traits of Fiscal’Policy"™ first published ‘in 1948 
in KyKlos. The CEA report also states that: the feadedi. pouerinent is committed 
to macroeconomic: policy to:avoid the boom/bust ‘cycle of the past and to achieve 
long-run balanced growth through steady and: sustainable policy (p. 202). It 


also stresses that stable and predictable policies are the greatest promise 
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of achieving a high rate of employment ever a long time with the lowest 
risk of the recurrence of a.strong pecesaibae All these and some others 
are either banal, or very problematic and disputable. 

_.In the past. the American Economic Review published nearly every year 
critical analyses of the. CEA reports by excellent theorists. . This useful 
practice has long been abandoned. In Germany, however, criticisms of council 
reports continue at a growing rate. Remarkable pieces of analysis from various 
| viewpoints are.to be found in-a collection edited by Molitor in 1973 under the 
_ title Ten Years of Economic Council Work and in a book by W. Meissner, The 
Doctrines of the Five Wise Men (Cologne, 1980). With respect. to publications 
of non-German experts I would like.to. cite the already mentioned book by | 
 §. Borner, Strategies caine periemwes of the CEA since 1946, which ts based 

on the author's interviews with former Council: Chairmen and members. As many 
will know and is also particularly evidenced in Borner's book, the conflicts 
of opinion between the CEA and the Federal Reserve have played an important 
role in implementing economic policy similar to that of the German experience 
of the last two years. However, in Germany the.confliict of opinion between 
the corresponding two bodies has weakened considerably since the coming into 


power. of a new government about two years ago. In fact, the overwhelming 


majority of Council members as well as the leading economic research institutes, 
the Central Bank, and the most influential members of the Federal Government 
have become outspoken snaseucises: partisans of supply-side economics, and 
bitter opponents of Keynesianisn. 

There has been lively diseiseion among German economists on the question 
whether learned professionals can give to government and/or parliament 


political advice free of value judgements. In my opinion, such a possibility 
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does not exist; in other words, recommendations have a certain chance of 
being approved by the government and the parliament only when the ruling 
groups share the same value scale. That the GCE and the social-liberal . 
coalition. of the seventies had only little chance to see eye to eye, can be 
explained by the fact that at the time there existed deep-rooted differences 
between the two with respect to the priority to be attached to the various 
instruments. of fiscal and monetary policy, as well as their respective 
efficiency. Today, on the.other hand, there hardly is any disagreement ° 
, between the government and the GCE on matters relating to the priority of 
the leading economic obj ectives. Consequently, although some criticism is 
= made of the restrictive measures taken by the Central Bank, these measures 
have been in principle approved by both the government and the GCE. 

. There also-is nearly total agreement on what is called “concerted action": 
the institution of regular meetings and discussions between the leading 
_ representatives of capital and labor and of the federal government. The 
practice, however, has been given up,since a couple of years ago. Also, the 
federal government has suggested in its annual reports, especially the one 
of (1972, that it would be useful if the GCE were to examine the problematic 
character of. the national product concept as an index of welfare. -This 
suggestion has. not been taken up by the CCE, although of. late environmental 
: issues have begun to occupy an ever growing importance in politics. 
_, Some ministers have criticized the GCE as a body of know-alls even when 
- the members are not well-versed in political machinery and processes with 
which to push through the recommendations. A special problem in this context 
was the desirability, political feasibility, and the consequences of an 
increase in the ratio of the public sector to the GNP. It ds interesting to 


observe that the GCE was able to prove to the government, that because of 


on - 


changes in the structure of prices, the relative size of the public sector 
had diminished in real terms already since the end of the dixties. 

Over the years the relationship of the GCE to the parliament and of the 
CEA to the congress has changed. It is my impression that in both places 
‘the’ commonweal (that is the general welfare) is being neglected at a progressiv: 
rate in favor of the interests-of numerous pressure groups, so that .the 
opinions and the suggestions of the two councils come to be accepted less and 
less. All the more s0, since this bodies argue rationally, whereas the demands 
of. economic associations, members of congress, etc.; are largely motivated by 
economic and social ideologies. Even strong governments and administrations 
frecuently are incapable of resisting the demands of special interest groups. 
On has to agree with Paul Malles that “if political decision-making is the 
art of the possible, consultation is the art of making the possible acceptable". 

One of the most difficult problems relating to economic and fiscal. policy 
and consequently to scientific advice is the making of reliable forecasts. 
This is particularly true when national economics are increasingly becoming 
dependent on the changes and developments in other countries. This at present 
means the United States. In fact, many who especulate in the German securities 
market follow in a fascinated fashion the M-1 changes in the United States. 
even if these are known to be of very short duration. They are of the belief 
that this single indicator is of decisive importance for the economic develop- 
ment in- their own countries, forgetting that national economic. developments 
depend not only on M-1, but on a wide array of unpredictable factors like 
political crises, imminent wars, the constancy of the measures implemented 


by the governments, etc. This is true even if the governnents concerned are 


politically homogeneous. 
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“Such’ constancy, as well ad consistency, have bécome very scarce 
“commodities of late. “It ia difficult to iinderetand how tinder the currently 
“prevailing. conditions bustaseancn: mould. taly ‘upon bromises made by ‘the 
‘government and be indica. to aagveces cheat qovestnane. Yow taetnnce: both 
in the Unite d States eae in Germany covermmcnte apaate of diminishing the , 
overall tax burden, especially py reducing the incowe tax rates; but at the 
same time they try to raise other levies. Or consider the case where a 
certain government promises to have a fully balanced budget in fiscal 1993, 
when in fact the deficit turned out to be in the order of $200 billion. Also, 
strong recommendations are being made in both countries to change the structure 
of the tax system particularly by eae the relative importance of direct 
taxes, like the income tax, and increasing the relative importance of the 
indirect taxes with the expectation that a stronger and higher economic growth 
would result. I do not deny the grave disadvantages of current income taxation. 
and I am convinced that the income taz needs drastic overhaul ; but I do not 
share the opinion that solely by reducing the income taxes and raising the 
indirect ones a sensible positive influence on economic growth can be achieved. 
To conclude, the institution of advisory bodies has certain favorable 
effects. Unfortunately, neither in the United States nor in Germany, nor in 
other countries have economically useful recomnendations by this or that =: 
. Council proven to be feasible under the prevailing political circumstances. 
One must hope that at a time when most sountetes have overcome the present 
econonic recession and find themselves again in a position resembling that 


of the seventies, governments will behave more sensibly and more rationally. 


CM: 


This refers also to fiscal and monetary policy, such that in times of 


aoe Be cette SSE Ns Bae Me aS ta hee Reo lee wae igs : : Oe ee Leet 
automatically rising tax revenues governments will not spend the entire 
: Pe a RS ee ee Rae a Eg eS aa ees uae es, 
urplus on economically rroblematic new expenditures, but use at least 
a a a a Pr ’ ae or ate : ame ee = a es 


part of it to reduce the public debt and/or the level and the degree of 


progressivity of the levies, especially that of the income tax. 
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